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My name is Dave Fro& I am a Senior Economist in the Office of Pricing. Ml 

primary duties arc to develop Postal Service domestic tate and fee proposals. Specific 

areas of responsibility include First-Class Mail and Business Reply. 

I joined the Postal Service in 1996. Prior to joining the Postal Service, I worked 

for 15 years as an economic and management consultaut. For 10 of those years, I was 

employed as an Associate, Senior Consultant, and Principal by the consulting hn of 

Putnam, Hayes & Bartlett, Inc. (and a San Francisco firm which merged into it). For 

approximately five years, I maintained my own independent consulting practice. My 

consulting work included ratemaking and forccasdng analysis in the elcctzic utility and 

telecommunications industries. I also worked on a large number of commercial disputes 

(anthut, licatsing, etc.), primady in high teclmology industries. This work frcqucntly 

involved preparing pricing and demand analyses under altcrnahve assumptions about 

CON, business conditions, t%turc growth, and competitive response. 

Earlier in my career, I also worked as an Economist at the Federal Trade 

Commission and the Intemal Revenue Service, and as a Financial Management Analyst 

at NASA. 

I received a BA in economics and history &om the University of Minucsota in 

1973. I also hold au MA in economics &om the Geor8e Washiqton University (1979) 

and au MBA finm Stmford Univasity (1980). 

This marks my tirst appaarmw as a witness before the Postal Rate Commission. 
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1 I. PURPOSE OF TESTIMONY 
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The purpose of this testimony is to describe the Postal Service’s proposed 

experimental change in the way nonktter-size Business Reply Mail (BRM) is both 

classified and priced.’ My testimony will discuss why au experiment is needed, what the 

Postal Service intends to accomplish with the experiment, how the Postal Service plans to 

.s@ucturc the expcrimen~ and how this request meets the Commission’s rquirements for 

an cxprimmtal change, as described in 39 C.F.R 5 3001.67. My testimony will also 

propose the spekic experimental pricing and classification changes. 
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IO II. CONTEXT OF THIS PROPOSAL 
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BRM pricing currently invo!ves an armual fee for a mailing permit, a separate 

annual fee for optional advance deposit accounting, and a per-piece fee. These fees are in 

addition to basic First-Class Mail or Priority Mail postage;~ appropriate. 

For nonletter-size BRh4, the per-piece fee was established to recover the Postal 

Service coats associated with cout~ting, weighing, and rating this type of BRM. These 

fimctions were largely mauual operations, requirirlg Postal SeWice employees to calculate 

postage aud fees for each individual piece of BRM At presa& the per-pi= fee for 

nonletter-size BRM is SO. 10 v&n the customer maintains an advance deposit account. 

Because it was time-consumin g to calculate the postage and fees for recipients of 

large ~olumcs of nonletter-size BRM, it made sense operationally for the Postal Service 

’ Later-sire mall in this matexl includss c&S. Letter-size mai1 is canprtibk with Pos&l Sewice 
automation equipment and is eligible for the pcbwwdcd fee of SO2 per piece if the requiremcns of tbe 
Business Reply Mail Accamtiilg System @MS) me ma 
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to take the initiative and work titb BRh4 recipients to explore stxamlining the standard, 
,*431 

piece-by-piece approach to calculating postage and fees. Two methods of streamlining 

this calculation have evolved, which allow the Postal Smite to deliver this mail faster 

and which make it less expensive for the Postal Service to determine the postage and fees 

in some circumstances. This stxamliig has raised the issue of whether the fee structure 

for BRh4 should be changed to reflect these cost differences for nonletter-size BFW. 

7 

8 

9 

IO 

II 

Under the first method, which has been used as a local option for some time, the 

Postal Service calculates the postage and fees, but uses a weight-averaging approach 

rather than a manual piece-by-piece method. This weight-averaging approach involves 

periodically determinin g the average postage due per pound of BRh4, and then routinely 

applying this average to daily BRh4 poundage to compute postage and fees for the day. 
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Under the -ml, more recently developed method, the BRM recipient performs 

the calculation of postage and fees for each incoming piece using a rwerse manifest. For 

details on how both the reverse manifest and weight averaging methods work, ace the 

Direct Testimony of Joe DehIay on Behalf of United States Postal Service, USPS-T-l. 
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Under either method, the processing of nonletter-size BALM is less labor-intensive 

as it no longer involves a manual piece-by-piece weighing and rating calculation by 

postal pmsom~el. The Posml Service uses sampling as the means of attempting to ensure 

&g w of&is tmxmlined postage and fee determination For a reverse man&t, 

tie pod &vice samples incoming BFCM and then later &I& the sample pieces on the 

customer-gcneratcd reverse manifest to VW that the postage and fees Wn; comctly 

computed. For weight averaging, sampling is used to detam& the average postage and 

~3 fcesperpound. 
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TO get an initial tmd&tanding of the costs and processing issues associated with 

the reverse manifest and weight averaging methods of processing nonletter-size BRM, the 

Postal Service took two steps. First, the Postal Service requested that Christensen 

Associates perform a nonletter-size B&I cost study. This cost study focused on the costs 

of calculating postage and BRM fees using the two methods described above. It included 

three large-volume BRM recipients -one maintaining a reverse manifest system (!G&ua 

Photo Inc. or r\lashua”) and two where the weight averaging method is in use mystic 

Color Lab or “Mystic,” and Seattle FilmWorks. Inc. or “Seattle”). The results are 

presented in the Direct Testimony of Leslie Schenk on Behalf of United States Postal 

Service, USPS-T-2. 

Second, in conjunction +I the observations of wit&s DcMay and the work of 

witness Schenk, the Postal Service BRM Business Process Re-Engineering task force has 

initiated the development of iutcmal postal sampling, auditing, and verification 

procedures for the reverse manifest and weight averaging methods. The task force also 

has developed administrative and quality control procedures which can be tested on BRM 

recipients and which have the potential to allow for expedited BRM accounting practices 

while ensuring that postal revenues m protected. See USPS-T-I and Dmft Publication 

405, -Guide to Business Reply Mail,” which is presented as USPS Library Refmocc 

EBR-3. 

ThcsePosmlServicee&ttsindicatcancwpriciugsauctllrc tIlIl~krCCpidtO 

align nonletter-size BRM fees with costs. This is ti the ltverse manifesvmight 

avmging methods involve three types of costs: (1) set-up costs to establish the BRM 

recipient’s “system” and make ~UTC it will accumt~ly atimatc postage, (2) fixed costs 

3 



1 

2 

3 

4 

S 

6 

1 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

I1 

18 

19 

LO 

21 

associated with activities such as Postal Service sampling, and (3) per-piece costs that 

vq with volume.’ 

III. PROPOSAL 

A. Description of Proposed Experimental Fees 

The Postal Service wishes to offer an experimental classification and pricing 

change for nonletter-size BRM processed using an advance deposit account (that is, 

nonletter-sip BRM currently subject to the S. 10 per piece fee). The requested duration 

for this experiment is 24 months, as discussed in detail later. 

The current fee schedule for BRM is presented in Schedule SS-2 of the Domestic 

Mail Classification Schedule. Proposed Schedule SS-2, with the Postal Service proposed 

experimental changes underlined, is presented in Appendix A. The proposed 

expctimtal changes are . Ed as follows: 

Table 1 
Proposed Experimental Changes for Nonletter-Size BIN 

Pa-niece Fe Monthlv Fu - 

Reverse Manifest so.02 51,000 s1,ooo 

Weight Averaging so.03 s3,ooo s3,ooo 

Thispricitlg struchrn is designed to reflect our current tmderstattding of costs. 

Preliminaty evidence suggests that there are cost differences between the reverse manifest 

* It should be noted tia the magnitude of dmc msts varies depending on which altanuive is used. 
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ad weight avenging approaches to calculating BFW postage due, resulting in a lower 
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fees for reverse manifest BRM. Also, Postal Service sampling and verification 

procedures have an important fixed or constant component that does not appear to vary 

significantly with recipient BRA4 volume. This element of costs is to be recovered 

through the proposed monthly fee. Finally, preliminary evidence indicates that there are 

identifiable set-up costs associated with ensuring tbat a rwerse manifest or weight 

averaging method meets Postal Service standards. Such costs involve Postal Service 

qualification of the customer’s method, which includes heavy initial sampling to make 

sure the method meets Postal Service requirements. Details of the overall experimental 

pricing structure are presented in section v? 

The Postal Service recognizes that these chauges would make the BRM fee 

schedule somewhat more complicated. One of the pricing criteria desctibtd in 4 3622(b) 

of Title 39, United States Code, describes the need for simplicity in the entire schedule of 

rates and fees. This would appear to suggest that the number of rate and fee alternatives 

be kept to a minimum. At the same time, however, the second psrt of the aame pricing 

criterion 5 3622(b)(7), describes the need for identifiable rclationahips behveen the fees 

charged for various postal products, which can suggest more, rother than fewer, fees. In 

this instance, the pursuit of simplicity needs to be balanced with the need to align fees 

W+&I costs and the goal of maintaining fee relationships that are sensible and 

understandable. The proposed fee-. while novel in the postal cOntex& is already 

in use in other areas of the economy. For example, the pricing of telephone service 
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typidly includes an upfront installation or connection fee, a fixed madly fee, and a 

variable component composed of toll calls charged at a per-minute rate. & a final note, 

the fee structure would remain the same for most BRh4 recipients. 

B. Number of Participants and Eligibility 

1. Number of Participants 

The Postal Service believes that the experiment could usefully include 10 to 20 

participants. This range results from two primary factors. Fii given the estimated cost 

and processing differences between the reverse manifest and weight averaging methods, 

the Postal Service will strive to include several participants using each method in 

approximately equal numbers. Thus, the experiment could include up to 10 weight 

avemging participants and up to 10 reverse manifest participants, depending on the 

number of qualified BRh4 participants and the abiity of local postal facilities to do tit 

is necessary for the implementation of the experimental procedures. 

Second, given potential differences in BRh4 chatacteristics across customers, the 

Postal Service is interested in including recipients Corn a variety of industries. For 

example, prelimkury evidence for the film processing companies indicates seasonality in 

film processing, with the summer months and post-holiday periods typically the busiest. 

Also, czmin types of processing, for example, heavier weight single-use (or disposable) 

cameras, appear to be more typical in the summer. Thus, in the Clm processing industry 

both daily volume and weight mix may vary throughout tlx year. This may not be the 

case witi customers in other indushes. These &ton would $fect the sampling strategy. 

In order to determine which types of BRM recipients may be interest& in the 

experiment., we obtained data collected through the PoJtal MIX P&t System. While 
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this system does not capture all BRM mail volume, it does contain customer-level data $ 5 6 

for mailers accounting for about 20.25 percent of the BRM volume in FY 1995. We 

focuxd our data review on “large” BRM recipients, where large was defined as those 

having at least one site with annual BRh4 volume of approximately 250,000 pieces or 

more. Because the Permit System does not distinguish between nonletter-size and 

prebarcoded (or BRh4A.S) mail, we calculated an average revenue per piece for each large 

recipient at each site to help identify recipients that fit the prolile of potential participants. 

We then supplemented this Permit System review with the general knowledge of 

Postal Service personnel in Marketing and various field locations, and with preliminary 

information obtained in the BRh4 practices survey conducted as part of the Christensen 

Associates’ cost study. Based on these sources, we identified the following industries in 

which BRM recipients may be interested in participating in the proposed experiment: 

medical diagnostic companies that supply medical tests to customers to return via 
BRh4 
medical companies which supply items such as dentures or orthopedic devices 
insmance companies that receive photographs or videos of damaged cars or other 
insured items iivm their local agencies 
film pmcessing companies 
market research companies that have customers try various products and then return 
themviaBRM 
greetingcardcompaniesthathavetheiroutletsrmnnlmusedcardsviaBRM 

In detamhhg the number of ecipants, the Postal Service iuta& to halance 

the small size implicit in an experiment with the need to collect enough data to make the 

24 experiment’s resuhs meaningful. 



I 2. Selection criteria 

2 Participants in the experiment will be selected by the Postal Service’s Manager of 

3 Product Development, who has been chairing the postal BRM Business Process Re- 

4 Engineering task force, in consultation with the Manager of Pricing and the Manager of 

5 Reclassification. In selecting patticipanu, the following criteria will be applied: 

6 1. 
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The experiment will be limited to nonletter-size BRM eligible for the SO.10 per-piece 
fee. 

Prospective participants will need to have at least one location receiving several 
hundred thousand pieces of nonletter-size BRh4 aunttally. This volume needs to be 
concentrated to make the sampling and verification processes cost-effective. A 
recipient whose BRM is scattered among a large number of post offices is not likely 
to have enough volume in my one place to make a reverse manifest or weight 
averaging workable.’ 

In accordance with the above discussion on the number of participants, consideration 
will be given to the recipimt’s industry and the variability in the weight and daily 
volume of its mail pieces so that the experiment includes a mix of BRM recipients. 

Recipients should be able to participate in the experiment for at least a year. This will 
assure that the experiment captures any variability throughout the year in the weight 
and chatacteristics of the BRM, as discussed above. 

In order to proceed with the experiment as expeditiously = possible, BRM recipients 
should be ready to participate soon afh being selected. 

Potential participants iutcrest4 in the experiment will need to complete the 

28 application form prcsmted in either the reverse manifest part or the weight averaging pat? 

29 of Dr& Publication 405 (USPS Library Reference EBR-3) as Exhibit 2. This 

’ G~tnparitt~ toal BRhl fees @d under the aimhp fee suucturc with those thu would be paid under the 
cxperimmml price suuctwc. tbe brak-wa point ia mmual BRM volume would be lppmximately 
150,000 pieces for a reverse maaifest met!4 aad approxhnucly 500,000 pieces for s weight averaging 
method. Ofcounc. this simple bruk-em ahlath excluder my costs the customer might need to incur 
tomodifyucirtinpprocePinOu,qculifyfortbeam~wbicbmryksiLnifiMtfortberrwnc~ifen 
system. AISO. sioce these methods rypially atlow the recipioat to receive io BRM e&a in the dry. there 
cwld k busiaess advanmges uscciatcd with the methods that would athct particii who do not quite 
bsve these brmk-cvm vokmws. 
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application will provide tht basic recipient data on BRhI volumes, seasonaMy, weight 
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mix, industry, etc., and will aid the Postal Service in selecting participants on the basis of 

the criteria described above. In some instances, it is anticipated that the Postal Service 

will need to supplement the information on the application with phone calls and/or site 

visits.’ 

BRM recipients selected for the experiment will be expected to work with the 

Postal Service in testing tbe procedures and requirements set forth in Draft Publication 

405; othawise, they may be dropped ffom the experiment Participants using a reverse 

manifest wiIl be expected to work toward meeting the accuracy requirements for 

calculation of postage and fees set forth in JJraft Publication 405 (at Exhibit 4), within 

approximately 90 days of joining the experiment. Participants who fail to meet the 

repid level of accuracy within approximately 90 days may be dropped from the 

experiment. 

Iv. OVERVIEW OF BRM 

This section provides background information on ail types of BRM. Its purpose is 

to help the Commission place the experimental proposal in context It is not the intention 

of this section, however, to raise substantive BRM issues apart tirn those associated with 

the subject of this experiment for nonletter-size BRM. 

’ Draft Publiacion 405 ineluder dcscriptiots of appliationkpprov8! ptwcsW fat badt the tevase 
mutifest and weight avmging methods that wete wmtmtplaWd by the tuk farce b8fore the Pod Service 
dedcdtoproposeth*cxperiment Thevlcaionprocar~inlhir~ony~llk~u,rel~ 
puticiputo for this exPerimettt. 
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A. Characteristics of BBM $59 

BRh4 is used by businesses and organizations to pay the cost of return cards, 

mvelopes, or small parcels from their customers. These return cards, envelopes, or small 

YUCCAS WWC~ BS First-Class Mail. In addition to basic First-Class Mail or Priority Mail 

postage, as appropriate, a business reply fee is charged to cover the costs of assessing and 

c.ollecting the postage. 

BRh4 recipients cm dikbute pre-addressed cards or envelopes to potential or 

current customers or comspondents. BRhf is more cost-effective in many cases than 

supplying a prepaid postage envelope or postcard, unless the probability of such a piece 

king retumcd is quite high. BRM enhances commerce by facilitating access to services 

offered by firms. In addition, BRM facilitates a customer response to activities such as 

promotions, surveys, and fund-raising appeals by reducing the transaction costs to the 

customer. Substitutes for BR.M include prepaid mvelopes, courtesy reply envelopes, and 

toll-ke telephone numbcn, and, for parcels, merchandise return service. 

Every BRM recipient pays the annual fee of S85. If only this permit fee is paid, 

the recipient pays SO.44 per piece, in addition to the appropriate postage. However, ifthe 

user establishes an advance deposit accomt for the papent of BBM postage and pays 

the atmual awolmting fee of $205, the advance ac0xmt bolda will pay a much lower per 

piece fee. Ifthe pieces are prebarcoded and meet all BRhUS rc@etnen~, the advance 

deposit account holder pays SO.02 per pica. For non-BRMAS pieces, the edvance 

deposit account usa pays SO. 10 per piece. 

IO 
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2 1. Fee History 
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At the time of penal reorganization, business reply fees contained a weight 

differential. Fees depended on whether pieces weighed under two ounces or over two 

ounces. These fees were changed twice, in 1974 and 1975. In 1976, the weight 

differential was eliminated, and a differential based on payment method was introduced. 

The piece f= was 12 cents unless the permit holder chose to pay au additional armual 

accotmting fee of 575 and maintaio an advance deposit account. The per piece fee for 

advance deposit account holders was 3.5 cents. The permit fee required of all business 

reply recipients was 530. In Docket No. R80-1, per piece fees increased to 18 cents and 

5 cents for non-advance and advance deposit accolmts, respectively. The permit fee 

increased to s40. 

13 

14 
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16 

In 1985, the per piece fees rose %rn 18 cents to 23 cents for non-advance deposit 

accounts, and from 5 cents to 7 cents for advance deposit accounts. The accounting fee 

for advance deposit auxunt holders rose tirn $75 to S160, while the permit fee increased 

fivm S40 to S50. 

17 In 1988, the permit and accosting fas were combined into one fee of S260 for 

18 advance deposit account.% The pamit fee for non-advance deposit accounts increased to 

19 $50. ln additios the fee of 5 cents for prebarWded (BRMAS) advance deposit pieces 

20 was irmodu~. For prebarcoded pieces, the per piece fee fell 6vm 7 cents to 5 cents. For 

21 all other advance deposit pieces, the per piece fe ~XXWEUI ti 7 to 8 cents. The per 

2.2 piece fee for non-advance deposit pieces irrcreaped from 23 cents to 40 cents 
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As a result of Dockit No. R90-1, the permit and accounting fee were again 

separated in 1991 into $185 for the accounting fee and $75 for the permit fee. The 

prebarcodcd fee dropped to 2 cents per piece, and has remained at that level. The fee for 

all other advance deposit pieces increased to 9 cents. The per piece fee for non-advance 

deposit remained at 40 cents. 

Fee revisions resulting from Docket No. R94-1 took effect in 1995. The permit 

fee increased to $85 and the accounting fee increased to S205. For advance deposit 

accounts, the non-automatable fee increased to 10 cents per piece. For non-advance 

deposit accounts, the per piece fee increased to 44 cents. 

2. Current Revenues 

In 1995, revenues fiorn BRIvl fees were $136.7 million. Of this total, 

approximately $45.3 million was permit fee revenue and $91.3 million was from per- 

piece fees. 

Of the $91.3 million in per-piece fees, $26.6 million was associated with non- 

advance deposit accounts that paid the S.44 per-piece fee. For advance deposit accounts, 

BRMAS per-piece fees amounted to 313.2 million, and non-Brahms fees accounted for 

about $5 1.5 million. Candidates for the proposed experiment arc included among those 

currently paying per-piece fees amounting to this SS 1.5 million annually. 

C. Volume History 

Volume trends for all types of BRh4 arc shown in Table 2. The present stmctwc 

of fees for BRMAS (or prebarcodcd) and non-BRh$AS BRM was not implemented until 

1988, with cot7esponding volume data available beginning in 1989. Since 1991, the 

volume ofnon-BRhCAS BRM has fluctuated between about 450 million and 600 million 

12 
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I pieces. No clear trend is dimonstrated, but it does seem that non-BRMM BRM has not 

2 been a growth segment. Non-BFWM BRM volume for 1995 is virtually the same as 

3 1991 volume. Over the same period, however, BRMAS BRM volume increased 

4 substantially. 

13 
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Table 2 
Business Reply Mail 

Volume Trends 
(In millions) 

Two ounces Over two Total 
Q&s m l!QhE 

i970 707 26 733 
1971 803 28 832 
1972 727 34 760 
1973 770 26 796 
1974 736 27 763 
1975 947 22 969 
1976 771 26 798 

7 

Fiscal 

xix 

1977 785 43 828 
1978 848 43 891 
1979 802 39 841 
1980 703 38 741 
1981 848 36 884 
1982 1.086 35 1,121 
1983 916 30 946 
1984 1.008 38 1,046 
1985 1,034 31 1.065 
1986 899 25 924 
1987 939 35 974 
1988 1.061 42 1,102 
1989 324 565 31 920 
1990 268 686 43 997 
1991 328 527 29 883 
1992 310 591 44 945 
1993 665 513 56 1234 
1994 567 443 57 1,068 
199s 662 526 62 1250 

Advance 
Account - Advance Non- 
BRM4S Account - 8dV8DCe 

@rebarcoded) pon-BRMA A!x!lml 

Total 

l!Qlumc 



I v. RATIONALE FOR EXPERIMENTAL FEES 4 6 4 
2 

3 The cost evidence put forth by witness Schenk indicates lower per-piece fees ma) 

4 be warranted for recipient5 using a reverse manifest or weight averaging for their 

5 nonletter-size BRM. There are two general areas of uncertainty in these costs, however. 

6 First, the cost data cover just one reverse manifest customer, Nashua, and two weight 

7 averaging customers, Mystic and Seattle, in only one industxy. At present, it is unclear 

8 how representative these cost are of other nonletter-size BRM recipients. 
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Second, as described in the testimony of witness DeMay, the reverse manifest and 

weight averaging procedures currently employed need significant refinkment to ensure 

that postal revenue is protected. Witness Scbenk describes modifications in the reverse 

manifest and weight averaging procedures that will improve the accuracy of the postage 

13 and fa estimates, but will also increase costs. 
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The experiment will address these areas of uncertainty. It will help us confinn 

our understanding of the underlying cost structure for both the reverse manifest and 

weight averaging methods, including the appropriate level of set-up costs. Also, it will 

help us obtain evidence on costs when both approaches are held to acceptable standards 

of accuracy. In additios it will test ongoing concerns regrading the di5culty in 

a&i&t&g weight averaging in a way that maintains high quality standards. Finally, it 

fl help us &ermine the costs of using these methods for a wider range of nonletter-size 

BRM rtcipicnts. 
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1. 

Determining Experimental Fees for Reverse Manifest Customers 

Discussion of Reverse Manifest Costs 

As the testimony of wimess Schenk demonstmtes, a single, per-piece fee for 

processing reverse manifest BRM does not adequately reflect the underlying cost 

structure. Reverse manifest costs are essentially a consrant dollar amount per sample, 

which reflects the cost of drawing the sample, checking it against the manifest, and 

performing the necessary calculatior~~. Witness Schenk estimates these costs to be $164 

pa sample, assuming her recommended changes in the sampling procedures are 

implemented. Alternatively, if a BRM recipient typically processes 30 days a month and 

a sample is drawn daily, wimess Schenk estimates the monthly cost to be approximately 

$44,908. 

Ultimately, hased on Postal Service experience with outgoing manifests”, it should 

not he necessary to perform reverse manifen sampling on a daily b&i. After an initial 

start-up period of heavy sampling to ensure reliability, random Postal Service verification 

on the avenge of once or twice per week may k &cient. For current outgoing 

mmifest systems, once a system has demonshated it5 reliability, sampling is done only 

periodically. lfthe accuracy of the outgoiug manifest system slips, remedial action is 

taken and more &equent sampling is petformed. If periodic sampling once or twice a 

16 
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week was suf?icient, this would reduce the estimated 54,908 monthly cost by about 80 

percent’ - to about S 1,000 a month. 

There are, however, sevetd sources of tmcertamty regarding the applicability of 

these cost data to other customers who might use a reverse manifest for BRM. First, as 

noted above, these wst data cover a single customer with a certain variability in the 

weight mix of its BRM pieces. If other customers in other industries had more or less 

variability in the weight mix of BRM pieces, or a di.tTerent pattern of seasonality in BRM 

received, a differom sampling strategy might be required. This wuld affect the cost per 

sample. Second, witness Schenk’s cost study wvm a situation where the mailer has not 

yet achieved the required level of accuracy.’ As a rest& sampling wntinues to be 

performed on a daily basis and the monthly cost is such that it far exceeds the proposed 

Sl,OOO fee associated with less &equent sampling. Third, these cost data apply to a BFW 

rrcipicntwhohadarrvmcmPnifcstthatwasupandrunniag. Expuimentaldataare 

needed to determine how these monthly costs might differ for less cqerienced mailers. 

Set-up costs would be associated with the extraordinary, identiSable Postal 

Service costs of setting up a reverse manifest These costs include obtaining prehminary 

samples of the BRM to detemGx variation in the pieoes and quired sample size, 

analysis of the sample data and mailflows to &ermine the ongoing sample design, and 

the mining of a local postal clerk in needed activities. At present, we do not have a 
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complete estimate of these set-up cysts, but the proposed experiment is designed to 

collect these data as the Postal Service works with customers to develop their methods. 

2. Proposed Reverse Manifest Fees 

Given the u11wrtainty in the general applicability of our cost data and our present 

state of knowledge about other BRM recipients who may be interested in this method, it 

is not possible to propose a fee structure with a high degree of precision. Indeed, if such 

precision were possible, an experiment would be unnecessary. 

We propose a combination of fees for the reverse manifest portion of the 

experiment of Sl,OOO per month, $1,000 for set-up/qual%cation, and $0.02 per piece. 

This fee shucturc should attract nonletter-size BRh4 recipients to the experiment, 

adequately cover Postal Service costs, and more closely align fees with costs while we 

obtain more comprehensive cost data 

The monthly fee is set at a lcvel,wbich reflects periodic, ILS opposed to daily, 

sampling for a BRM recipient with characteristics similar to the one aualyzd in the cost 

study. AS discussed above, there is considerable uncertainty surroundingihis monthly 

cstimab, and it would not by its&cover the costs of the daily sampling presently 

required for the BRh4 recipient studied. e 

For the experiment, the proposed fee for set-up/qulikation is set at the level of 

the monthly fee. This will COVCI the costs of several initial samples and preu 

analysis and review. 

A per-piece fee of SO.02 is proposed CV~ though the rmdalying Cost Gruchu~ 

fllggem that t~ersc manifest costs may be a kstant dollar amount per month. In pa& 

a per-piece fee is proposed bCCdUC Of the prrsent mccltaioty about the appro@atC level 
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of participants in the experiinent to be well above this level annually (see discussion in 

Section VI), the cost.5 for the reverse manifest portion of the experiment should be 

adequately covered based on the preliminary data we have. 

With the reverse manifest method, combined Postal Service and BRh4 recipient 

costs are likely to be reduced as manual calculation is replaced by a reverse manifest 

produced as a byproduct of the recipient’s automated incoming mailpiece order 

processing system. 

B. Determining Experimental Fees for Weight Averaging Customers 

1. Discussion of Weight Averaging Costs 

As the testimony of witness Schenk demonstrates, weight avetaging has a 

volume-related, per-piece component because vatying amounts of nonletter-size BRM 

must be weighed each day. This is a fundamental difference between this method and the 

reverse manifest method. Witness Schenk estimates tbe weighing cost at Mystic and 

SeartIe of $0.0151 and SO.0104 per piece, respectively, assuming her recommended 

changes in sampling procedures are implemented. Ifboth companies process identical 

volumes of BRM pieces”, then averaging the nzsuks across the two companies results in 

a per-piece coEt of $0.0128 ((SO.0151 + SO.OlWyZ). This per-piece cost excludes all of 

the other costs associated with sampling and daily accotmting. 

Lie the reverse manifest method, weight averaging involves sampling costs that 

m largely independent of volume. Under wimess Schenk’s recommended pro&ures, 

” Msny compmia, iacludhg My& sunlc, and Nehru, consider their volume data to be wnfidmtial 
and proprietary. To avoid using confhntial volume data, our aulysii assumes idakal volmtws of film 
procesd by Mystic lad SaUlc. 
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the sampling cost is approximately $1,420 per sample, averaging across Mystic and 

Seattle (01,548 + S1,292)/2).” 

Weight averaging also involves daily awormting costs that are independent of 

volume. Wilness Schenk estimates these to be about $608 a month, averaging across 

both wmpanies ((S893 + 324)!2).” The estimated total monthly cost for sampling and 

recounting would be approximately S2,OOO (S1,420 + S608). 

There are, however, sources of uncertainty regarding the applicabiity of these 

cost data to other customers who might use the weight averaging method for BRM. First, 

as noted above, these cost data cover just two customers in one industry. If other 

customers in other industries had more or less variability in the weight mix of their BRM 

pieces, or a diiTercnt pattern of seasonal@ in BRM received, a differwt sampling 

strategy might he required. This could affect the cost per aamplc. Second, these cost data 

apply to situations for which the weight averaging method was up and tutming. Without 

experimental data, it is unclear how these monthly costs might diEer for post offices and 

BRhJ recipients less experienced with these methods. 

AS with reverse mm&sting, set-up coats would be asaociatad with the 

extraordinary, identifiable costs of establishing the weight avenging method. These 

costs include obtahing prelimiamy samples of the BRM to detctm& vatiation in pieces 

21 
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and sample size, analysis of ihe sample data and mailflows to detetmine ongoing samples 

design, and training of a local postal clerk in needed activities. At present, we do not 

have a complete estimate of these set-up costs, but the proposed experiment is designed 

to collect these data as the Postal Service works with customers to develop their methods. 

2. Proposal for Weight Averaging Feea 

Given the tmcadainty in the general applicability of our cost data and our Present 

state of knowledge about other BRh4 recipients who may be interested in this method, it 

is not possible to propose a fee stmcmre with a high degree of precision. Indeed, if such 

precision were possible, an experiment would be unnecessary. 

We propose a combination of fees for the weight averaging portion of the 

experimmt of S.03 per piece, 53,000 per month, and $3,000 for set-up/qualification. This 

fee structure should attmct nonletter-size BRM recipients to the experimmt, adequately 

cover Postal Service costs, and more closely align fees with costs tie we obtain more 

comprehensive data. 

The per-piece fee of SO.03 and the monthly fee of S3,OOO are designed to reflect 

the uncertainty in the general applicabiity of our cost data to other BRM recipimts. 

Also, the per-piece fee is designed to maintain the fee relationship with the existing 

BW or prebarcoded fee of SO.02.m discus& above in presenting the reverse 

maniffestmahod. fbcpn-piecefaforweightawnging~bigher~thatforthe~ 

mmse manifest method to reflect the sipilicaat per-piece costs of weighing each day’s 
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BRh4. For the experiment, the proposed set-up/qualification fee is set at the level of the 

monthly fee. This will cover the cost of some initial sampling and analysis and review.” 

3 

4 

6 

No formal minim um volume requirement is proposed in the fee schedule because 

the fee schedule alone should allow the BRh4 recipient to determine whether the fees are 

WSI effective. An experiment will allow us to assess this prelhinary conclusion and the 

necessity of a specific minimum volume. 

7 Ovetall coverage of costs for this portion of the experiment will depend on the 

8 average BRh4 volume of the participants and the applicability of our cost estimates to 

9 other BRh4 participants. If the avenge volume per parhcipaut is l,OOO,OOO pieces per 

IO year, the average participant will generate ammal fees of S69,OOO and ammal estimated 

II costs of $39,800.” Costs are also covered for the weight averaging portion of the 

12 experiment if the average volume per participant is about 500,000 pieces per year. Since 

13 the Postal Service expects the average volume of pakipants iu the expe-riment to be well 

14 above 500,000 pieces amually (see discussion in Section VI), the c+ts for this portion of 

I5 the experiment should be adequately covered based on the preliminary data we bave.16 

” If it were not for the need to maintain the fee reluionsbip with the BRMAS (or pmkaded) fee of S.02 
per piece, the pmpored per-piece fees for tbe weigh rvayiry xad revme manifest me&o& might have 
been kwn than 5.03 md 5.02 per piece. rrrpnively. lbe per-piece fee for weight avemging would have 
retmined above the reverse manifest method to rcfleet cbe cat of weighing a& &y’s BRM. At the same 

thae,howmr.the~monthlymdrn-~~mi~tbr~~~~mJ;eMe~wac 
adcquatclyoovere4 Again,tbcrc is itocadoty in tbc acrid rppli&ii of cbe -t c01t dam aad 
cxpaimmtaldatcamncodcd. 
I6 Fees comprised of 53.000 in set-up fees. S36,OOO in mottthty fees (S3.000 l 12 months). md 530.000 in 
per-piece fees (1.000.000 piear -5.03 per piece). Costx wtnpirtd of S3,OOO in set-up cask, S24.000 in 
mothly cosk (S2,OOO l 12 months), 8nd 512,100 in per-piea costs (S.0128 l l.OOD,OOO pieces). 
“ Note dso dut the bmk-avm point in BRM volume htn do? psnpstive of l astomer using the weight 
avenging mcdmd is appfoximuely 500,000 pieces umually. See ratiia d-ion in Section 111. 
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A. Novel in Nature 

In its Opinion and Recommended Decision in the most recent experimental case, 

the Commission stated that Rule 67b ‘I.. .does not establish a uniform standard for the 

degree of novelty.. .I.nst& the Rule envisions that determinations will be made on a 

case-by-case basis” (PRC Op., MC961, at 16). 

The proposed expcrimatal change is novel for three primary masons. First, the 

experiment involves a new kind of pricing structure - one that is closely aligned with the 

unique costs of this mail and one that is designed to reflect different types of costs 

properly. At present, no postal product is priced with a combination of set-up, monthly, 

and volume-related fees. At the same time, this pricing snuctm is designed to be 

straightfonvard and to make business sense to our customers. 

Second, the experiment explores new means of potentially reducing the combined 

16 costs of the Postal Smite and BRM recipients in calculating the postage and fees for 

17 nonletter-size BRM. Third, the experiment tests whetbcr might averaging can be 

18 

19 

20 

21 

22 

piece fees. 

B. Mqmitude of tbc Proposed Chmge 

ovcraIl, the magnitude of this change on postal rcvcnlus, postal costs, mailer 

costs, and competition should be relatively small during the co111se of the experiment. 

VI. DESIGNATION AS EXPERIMENTAL - COMPLIANCE WITH 473 

SECTION 3001.67 

24 
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pricing structure Will amoUnt to approximately $1.1 to S 1.8 million per year.” Thus, lost 

r~enue would amount to approximately $1.4 to $3.2 million per year (S2.5 million less 

S1.l million and $5.0 million less $1.8 million). This is a relatively small amount. The 

potential loss in revenue will be smaller, of course, ifthe number of participants is closer 

to 10 than to 20, or if the new fee structure attracts new BRM volume. 

2. Cost Impacts 

There will be cost reductions associated with this revenue loss. Given the current 

uncertainty surrounding our cost estimates, these reductions can only be approximated, 

however. In her testimony, witness Schenk e&mates the current manual cost per piece 

(that is, the cost without weight averaging) to be SO. 125 1 for Mystic and SO. 1044 for 

Seattle. As described in her testimony, witness Schenk is unable to develop a comparable 

manual cost for Nashua using the data available to her. Avemging these costs across the 

two companies gives a manual per-piece COst of SO. 1147 for the weight averaging 

method, assumiq these Mystic and Seattle manual per-piece costs roughly approximate 

those of other nonletter-size BRh4 recipients. Again, this is a tenuous assumption in light 

of the level of uncertainty regarding the applicabiity of these costs to other BFtM 

recipients. 

“For IWCISC mmifq I total of S380,OOO to $630,000. solaprivd of SlO,OOO in set-up fees ($~,ooo l 10 
astomcn), S120.000 in monthly fees (S1.000 l 12 moatits l 10 customers), md MS0.000 to $~C@,OOO in 
per-piece fees (12.5 million to 25 million pku l S.02 pa piae). For weigh l vaqiug, a total of 

S765,CQO to t1.140.000. comprised of S30.000 h acbq t-es (S3.000 * 10 astww), S360.000 in 
monthly fees (S3.000 l 12 moths l IO c4uUOmSh aad U75.000 to S750,OOO in per-piece fees (12.5 to 25 
million pieces l S.03 per pica). 
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The dysis of the Weight averaging method in Section V.A suggests a per-piece 

cost of approximately $.0398.” Thus, the reduction in Postal Service costs for a weight 

averaging participant whose BRM is currently subject to manual accounting could 

amount to about SO.075 per piece ($0.1147 less $0.0398). Clearly, this is a sizable 

reduction that could substantially offset the loss in fee revenue. 

If the amount of cost reduction is similar for a reverse manifesting BRM recipient, 

We can apply the $0.075 per-piece savings to tbe estimate of 25 to 50 million pieces 

potentially included in the experiment. This results in total estimated cost savings of 

ffom approximately S1.9 to S3.8 million. This range represents on upper limit on the cost 

savings, however. Because most of the cost savings for Nashua, Mystic, and Seattle have 

already been twnovcd from the postal system the BRM volume associated with these 

companies would need to be subtracted from the calculation ifthese wmpanies 

participate in the experiment As noted earlier, the wnfidmtiality of their volume data 

precludes in&ding this potential adjustment in the cost reduction estimate reported here. 

In addition, it is possible that BRM for some other participants is already beii processed 

using ad hoc weight averaging mctbods and that some cost savings associated with these 

have already been malid. 

Again, this &mated range is only an approximation. ?be experiment should 

wllcct the data needed to &mate the cost savings with more precision. 
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3. Other Factors 

The cost.5 to mailers of adapting their systems to qualify for thcx new fees are 

unknown. How quickly a mailer will rcwup any such costs will depend on its BRM 

volume. Customers who receive millions of pieces of BRM annually should recoup 

adaptation costs quickly through the savings hrn the lower per-piece fees.19 

The effects on Postal Service competitors from this limited experiment should be 

minimal. This is because the impact of the experiment will be u, take existing BRM and 

keep it as BRM, though with significantly different costs and fees. The experiment may 

also convert some existing prepaid mail to BRM, again with minimal impact on 

competitors. 

C. Data Generation 

Data on the impacts of the pmp0sed change curently consist OE (1) the cost study 

described in the testimony of witness Scknk, and (2) the limited recipient data fmm the 

sources described previously. These data are not Eufticient to definitively skuctw or 

support a pmmanat classification and fee change. The data needed to de&mine whether 

to consider a permanent classikation and fee change are difficult to obtain at prrscnt 

hecause of the limited number of recipients wing a reverse manifest or weight averaging 

for BRM. The available data, bomvcr. do provide the foundation for the experimental 

fee mwtwe and the Data Collection Plan. Please see the Data Collection Plan included 

‘* For example. I custcmn nceivittp 2 million BRh4 pieces atmurlly and uittg the reverse manifest 
m&hod would pay S200,OOO in per-piece far at present and $53,000 in fees under the propwrl (S 1,000 in 
set-up fees, $12,000 in monthly fees, md SUi,OOO in pl-picce fees). Tbtts, tbe mtwot of fun-year 
vvingrwwldbcslovu,S150,000.~rmMmtthrwouldumr~rubsntLlimolmt,if~rll,ofthe 
oastma’s adaptah cab 



1 here as Appendix B for the Postal Service’s proposed approach to obtaining the necessaq 

2 data during the experiment. 

3 D. Duration of the Experiment 

4 The Postal Service requests that the Commission recommend an experiment of up 

5 to 24 months in dmation.‘0 There are several rcasots for rcquesiing this time period. 

6 First, it is likely to take several months to sclax participants and help them develop their 

7 methods to the point where the postage and fee calculations are suf6cienUy accmate. 

8 Second, once the experiment is well underway, it may take approximately one year to 

9 collect the information necessary to determine whether a permanent change is in order. 

IO As discussed earlier, there appears to be seasonality in am processing volumes so 

11 samples may need to be drawn at various times of the year to ensure that our conclusions 

12 are valid and reliable and that accurate processes have been established to estimate 

13 postage and fees. For non-film BRM recipients included in the experiment, WC want to 

14 allow su&ient time to determine whether scasonality also exists in their industries. 

Is I)rrringthecourwoftheexpcrimenSthcPostalScrvicewillbe~~thedataand 

16 a5scshg whether a permanent change is warranted. 

17 

18 VII. GOALS AND STRUT OF THE EXPERMENT 

19 A. Goals 

20 The Postal Service wants to achieve five goals in conducting this experiment. 

21 First, the Postal Service wishes to detennk whether the proposed fee stmcmre properly 

29 
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IO A data collection plan is presented here as Appendix B. 
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12 V7IL CLASSIFICATION CRITERIA 

13 

14 
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16 

17 

IX 

19 

20 

21 
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23 

26 

21 
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29 
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31 

reflects coss and whether a‘minimum volume requirement is needed. Second, the Postal 
&+ 

Service wuss to End out if it is feasible and practical to offer lower fees for nonletter-size 

BRh4 recipients who use the reverse manifest or weight averaging method. Third, the 

Postal Service wants to gauge the type of BRh4 recipient who is interested in these fees 

and the overall degree of interest. Fourth, the Postal Service wishes to collect the data 

needed to reliably assess the potential revenue impact of BRM fee changes. Fifth, the 

Postal Service wants to more precisely measure the costs of the reverse manifest and 

weight averaging methods. 

B. Data Collection Plan 

Section 3623(c) requires that changes to class~cahon schedules be made in 

accordance with the following factors: 

1. The establishment and maintenance of a fair and equitable classification schedule for 
dlHUlil; 

2. the relative value to the people of the kinds of mail matter mtcrcd into the postal 
system and the deairabiity and just&&ion for special claaaXcations and services of 
mflil; 

3. the impottance of providing ~Lasaiications with exizemely high degrees of reliability 
and speed of delivery; 

4. the importance of providing cksilicfUion5 which do not require au extremely high 
&pee of reliability and speed of delivery; 

5. the desirabiity of special claaaifications from the point of view of both the user and 
the Postal Service; and 

6. such factors as the Commission may deem qqm@te. 

30 



1 

2 

3 

4 

s 

Achieving fairness and equity is an imponant goal for the Postal Service in 

preparing fee proposals. The proposed experimental changes promote fairness and equit) 

by establishing nonletter-size BRM fees that arc more closely aligned with costs 

(Ctitcrion 1). 

6 BRM has considerable value because it is more cost-&ctive in many cases than 

7 prepaid postage envelopes. In addition, BRM enhances commerce by facilitating access 

8 

9 

IO 

to services offered by firms and by kciitating responses by the public to activities such 

as promotions, surveys, and fundraising appeals. This proposal enables the Postal 

Service to maintain these valuable features of BRM (Criterion 2). 

11 

12 

13 

14 

IS 

BRM travels BS First-Class Mail or Priority Mail and speed of delivery is 

impot?ant. For many companies, the prompt turn-around of customer orders is of obvious 

business importance. Both the reverse manifest and the weight averaging approaches can 

involve significant efficiencies in processing and allow the recipient to receive its BFW 

in as expeditious a manner as possible (Criterion 3). Criterion 4 is not applicable in this 

16 instance. 

17 This proposal enhances the dcsirabiity of the special service of BRM by better 

18 aligning this product offering with recipient needs (Chcrion 5). 

19 

20 

21 

22 

23 

24 

Ix. PRXCING cRITERL4 

Section 3622(b) of Title 39, United States Code. sequhs that postal rates and fees 

be set in accordance with the fouowing hctors: 

1. The establishment and maintenance of a fair and equitable schedule; 
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35 BRM to also pay a lower fee (Criteria 1 and 7). 

2. the due of the mail service actually provided each class or type of mail service to 
both the sender and the recipient, including but not limited to, the collection, mode of 
tmnsportation, and priority of delivery; 

3. therrquirrmatthateachcl~ofmailortypeofmailKNicebearthedinctand 
indirect postal costs attributable to that class or type plus that portion of all other costs 
reasonably assignable to such class or type; 

4. the effect of rate increases upon the general public, business mail users, and 
enterprises in the private sector of the economy engaged in the delivery of mail matter 
other than latters; 

5. the available alternative mesns of sending and receiving letters and other mail matter 
at reasonable costs; 

6. the degree of preparation of mail for delivery into the postal system performed by the 
mailer and its effect upon reducing the costs to the Postal Scrvicc; 

7. simplicity of sttucture for the entire schedule and simple, identifiable relationships 
bctwccn the rates or fees cbargtd the various classes of mail for postal services; 

8. the educational, cultural, scientific, and informational value to the recipient of mail 
matter; and 

9. such other factors as the Commission deems approptiatc. 

The proposal potentially cstablisbas a more fair and equitable fee scbadule by 

better aligning costs with fees and by meeting all of the other critaia (Criterion 1). At 

present, recipients of BRMASqualified BRM, which can be processed with attt~mati~n, 

pay a lower (SO.02) per piece fat. However, mcipicnts of nonMar-sine BRhf with lower 

Postal service costs do not pay a lower fae. lhe ar@mcnt will enable the Postal 

&t-vice to gather the data necessary to dctemine whether there is a reasonable and 

raliable basis for amending the currant fet stmctmeonapernunmtbaais. Tbeproposal 

allows nonkttcr-sire BRM tacipienta who improve the overd afkiancy of handhng 

32 
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As previously discusd, BRh4 arguably has a high intrinsic value of service 

(Criterion 2) because it is cost-effective and facilitates orders, access to services, 

payments, and donations between businesses/organizations and customers and 

correspondents. By providing a prcaddrcsscd, postage-paid document with most of the 

information already printed, business reply is very convenient for correspondents. In 

many cases, all they need to do is check or complete several blocks on a form. For 

businesses, BRM frequently leads to sales because it is normally associated with sales 

orders and requests for information about products and services. For nonprofit 

organizations, BRh4 is f+qumtly a part of fundraising efforts. Thus, BRh4 is typically 

involved in producing rcvctlue. 

At the same time, however, nonletter-size BRh4 volume has not grown over the 

last five yeas; 1995 volume was vimxilly the same as 1991 volume. Lack of volume 

growth may indicate a perceived decline io the value of a service among mailm and 

customers. Perhaps some of this decline can be traced to the existing pricing strwtwe. 

There arc also a mmhcr of BRM altemativc~, both postal and non-postal. The postal 

altmativcs include courtesy reply envelopes and prepaid postage in the form of self- 

addressed, stamped cnvelopcs. ” Non-postal altadves include toll-fret phone calls, 

though this may not be too relevant in the case of non-automa@ble BRM (Chitcria 2 and 

5). 

The pn~posul fees for the cxpcrimatt c0vcr the costs c&rMtcd in witness 

Schmk’s testimony and make a reasonable contribution to institutional costs (Criterion 

33 
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3). The proposed experiment meets Criterion 4 by reducing BRM fees for participants in 

the experiment. 

Criterion 6 concans the degree of preparation of mail for delivery into the postal 

system performed by the BRhl recipient. This experiment involves processing as mail 

leaves, rather than enters, the mail stream. NevcrcheIess, the proposal recognizes the role 

that nonletter-size BRM recipients can play in reducing Postal Service BRM fee 

calculation costs. 

Criterion 7, in and of itself, would appear to suggest that the number of rate and 

fee alternatives be kept to a minimum. In instances where the rates and fees apply to the 

general public, this has been the goal of the Postal Service. However, the second part of 

Criterion 7 - identifiable relationships between rates or fees charged for various postal 

products - can suggest more, rather than fewer, rates. This is especially true for 

subclasses or rate categories that are more Iikeiy to be used by sophisfhtcd businesses or 

other institutional customers. By definition, BRM is a service of this type. In such 

instances, pursuit of simplicity needs to be balanced with the recognition of Postal cost 

savings and the goal of maintaining fee relahonships that are sensible and understandable. 

BRhl is not typically used to transfer information nommlly considered to be of 

scientific, educational, or cultutal content (Critaion 8). In sum, the proposed fee 

stru%nz for the experiment reflects a balanced consideration of all relevant criteria 
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APPENDIXA 

Schedule SS-2 - Special Services: 
Business Reply Mail 

. . 
ScnDnon 

Active business reply advance deposit account: 
Per piece: 

Prc-barcoded 
~onlettn-size. usine revme manifest (exuerimental~ 
Nolonletter-s& urine weiaht avstij 
otlm 

Payment of postage due charges if active business 
nzply mail advance deposit account not used: 

Per piece 

Es 

s.02 
$02 
io3 
s.10 

$.‘+I 

Auuual License and accounting fees: 
Accounting fee for advance deposit account 
Permit fee (with or without advance deposit 

account) 

JVfontblv fees for customers usine a re rfggu VClSC ‘fest or 
weiabt averq&g& nonletter-size business r&y 

EJonle- _. . uze. l-c vcrsc m&&&t (cxDcrlmcntal~ 
~onkncr-size. us&g weieht avVertta.l) 

Set-u~/Oualification fee for customers usine a reverse 

$205 

SSS 

S1.000 
s3.000 

30 pconlencr-size. ume -1 av~ental 1 35.wu 
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DATA COLLECTION PLAN 
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This appendix provides a description of the Postal Service’s data collection plan 

for the proposed experimental changes, as is required by Rule 67~. The purpose of the 

data collection plan is to provide a measure of the effectiveness of the proposed 

experiment and the data necessary to prepa a request for a permanent classification 

change, should the experiment prove successful. The plan has been designed to collect 

data required by the Commission’s Rules 64 and 54, and data desired for postal 

management’s evaluation of the proposed changes. 

The majority of the data will be collected at the postal facilities associated with 

the test customs during the experiment. The market reaearc h data collection effort will 

be coordinated through Postal Service Headquarters. No new statistical systems will be 

created to facilitate the data collection effort. The main categories of data to be addressed 

during the experiment are costs, volumes, and BRM chacterXcs. Additional market 

research, described in the plan, will be conducted in parallel to validate mailer intcrcs~ 

and obtain additional information on the BRM mail piece chactaihcs of mailers not 

included in the ex@ment. 

Selection of the participants for the experiment will be made iu accordance with 

the selection ctiteria d&bed in Section III& As the expuimatt gets tmden~y, the 

Postal service will establiall an implementation team. This team will ensure that all data 

collected comply with this plan and with the re+ircmer~ts for a petmanent classification 
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change, should one be warranted. It is anticipated that contractual assistance will be 

used in the implementation of the experiment as necessary. 

Data Collection and Analysis 

At present, the Postal Service proposes to use the methods described in this plan 

to perform the data collection. Currently, the Postal Serkice believes that these methods 

represent a viable method for data collection during the experiment. 

There are several distinct phases of the experiment for which cost estimates will 

need to be derived. The cost data to be collected during the experiment are discussed 

below, as well as how data collection will be implemented in Postal Service facilities, and 

any training needed for data collection. 

Set-u&ualification Fees for Both Methods 

During the start-up phase of the experiment, data will be collected on volumes of 

BRM received, BRM characteristics (including piece weights), and any other available 

data which will impact revenue estimates. These data will supplement data collected BS 

part of the selection process for the experiment. This information will be collected under 

the direction of a sample coordinator. A form will be developed to guide this data 

collection. In additiob all Postal Service personnel involved in set-up activities at each 

site will be r+red to record the time involved in all activities related to the experiment 

set-up, so that an cstime of the cost of the set-up phase can be made. Data will also be 

wUected during this phase on sample BR!vl pieces for the @cipating mailers, so that 

&e sample design for the experiment can be developed for each patticipating site. This 

data cdkction will be supervised by a sample coordinator. 
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Additional Costs for tbc Retime Manifest Method 482 

The other phase of the experiment for the reverse manifest method involves the 

daily activities associated with this method of mting BRM. These daily activities include 
‘?‘, ,., 

daily sampling, manifest verification, and accounting activities. Data on the time it takes 

Postal Service personnel to complete these task5 will be collected, hs well as information 

on daily volumes. These data would be colkcted through a cost study similar to that 

conducted by witness Schenk for this proposed experiment. At each site, the study will 

be conducted after the experiment moves beyond its initial start-up phase, so that the 

estimated cos& would be representative of costs on average, that is, of costs incurred after 

sites are familiar with the activities involved in this new method. The data collected in 

this phase will be used to measure any per piece or monthly charges associated with the 

reverse manifest method. 

Ad .‘o C r ~ 

For the weight averaging method, cost data are needed for two other phases of the 

experiment, in addition to the set-up costs. As in the case of reverse manifesting, data 

will be wlktrd on the costs of daily activities associated with the weight avaagiug 

methods. These activities include daily bulk weighing and accounting. These data will 

kwlleaedina~waytothe~.collecrcdfordaily~ties~iatedwiththe 

reverse manifest method. 

Data will also k wllected on the costs involved in drawing the monthly sample 

and c&uhting the updated per potmd wnversion hctcm used in the weight averaging 

method. Sample pi- weight9 will be rrcorded to be used in CWl* the aample 

design, ll~ well as to facilitate eahhtiw of new postage per pound convcraion factors. 
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The study would be done after the expetiment moves beyond its start-up phase, so that 

CON will be representative of those incurred after sites are familiar with the method. 

Jmolementation of Data Collection F%n 

Data on BRM volumes and characteristics for BRM recipients will be collected 

during the start-up phase of the experiment. Cost data for the set-up phase will be 

collected from all ittvolved Postal Service personnel using survey fotms. Cost data for 

daily and monthly activities will be collected by Postal Service personnel already at firm 

sites, or at Postal Sezvicc facilities which serve the participating firms, using survey 

forms similar to those shown in USPS Library Reference EBR-I. It is anticipated that 

data on sample BRN pieces will be entered on PCs using sofhvare modified from that 

cmently used at various Postal Service facilities for weighing. This sofh4are records 

individual piece weights electronically, so it would be ideal for use in tbis experiment 

Limited programming would be required to modify the differential weighing software for 

this use. These data could be recorded electrotticaUy to facilitate efficient conversion rate 

calculations, as well as efficient analysis of experimental resulta, including the data 

needed to evaluate sample design. 

Although some customization of the sample design has to be done for CJIC~ site 

teause of diffamces in volume ~attems and mail flom, data c&lection will be 

~~&J.ly taa&dhd across sites to fkciitate analysis. In addition to the same 

~ohwarrkingwdrrtallsittstorccordsample~allweightaveAgingritcswilluK 

the same forms to record daily activity. For rcvcr~~ mnifc% mailers, alI sites will use the 

aatnplittg and postage adjustment worksheet uxttainad in Drai? Publication 405 (at 

Exhibit a), a drafI of which is included as USPS Library Reference EBR-3. Ofher foms 
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to be used in implementing’thc experiment are also included as exhibits to Draft 
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Publication 405. 
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Tmining of local field Postal Service personnel involved in the daily activities and 

sampling for either method will be done on-site by a sample coordinator and RSCS 

personnel. 
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Market research will be conducted in pamllel to the collection of cost data. 

The purpose of this market research is to determine the ovemll level of demand for 

reverse manifesting and weight averaging among Postal Service customers receiving 

nonletter-size BRhI. The market research will also help us identify non-BRM, nonletter- 

size mailm who may qualify for and be interested in the proposed fee aaucttm. As such, 

it will form the basis for better forecasts of the revenue and coat impacts of the proposed 

fee structure should the experiment prove successful. 

IS 

16 

17 

Ia 

19 

20 

21 

22 

23 

There would be two major phases involved in this market researc lx identification 

of the sample frame, and a survey of potential customers. 

Candidate mailers for the reverse manifeat and weight avversging fees would come 

bm two sources. The sample fnme would identify mailers cutmntly receiving non- 

BRMAS BRM with significant amtual volumes. In addition, the aample &ame would 

identify fhms receiving similar volumes of nonletter-Size mail which are not ctttmntly 

BRM, but who would potentially be willing to supply BRIM envelopes or labels to 

customers under the proposed experhatal fee ahWture. 
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No single data source is currently available to identify all non-BRMAS BRM 

customers, and no data source is available which identifies mailers receiving nonletter- 

size non-BRM. For these reasons, the sample kne of candidate mailers would 

necessarily be comprised of several different data sources. The multiple data sources 

available do not provide 100 percent coverage of the universe of candidate mailers, but 

would identify numerous candidates. Other candidate mailers will be identified to the 

Postal Service through direct communication hrn the mailer, who will become aware of 

the experimental fee structure through public notices on the cxperimen~ tbe related 

Commission hearings, information disseminated by Postal Service account 

representatives, and information supplied by mailer trade associations. 

Approximately 20-25 percent of BRhI volume is in the PERMIT database. The 

information available in the PERMIT system is of somewhat limited use in identifying 

candidate mailers, because this database does not include information as to what rate is 

being paid by the mailer (i.e., BRhfAS or non-BFWAS), or what shape mail the maila is 

receiving. However, mailers receiving nonletter-size BRM cau be inferred by the average 

revenue per piece (which indicates heavier pi-, so therefore may be nonletter-size). 

Using the PERMIT system we can identify mailers who have high avaage revenue per 

piece by name. 

19 b~tlm source of information on cmdidate mailers is a vey of BRh4 activity at 

20 p0stalsaviceEacilitiesthuiE~tlykingdonebychristensmAssociatcs~te 

11 rrqw of& postal Senicc. This suwey will identify Postal Service fkiities receiving 

22 and ProcerJhg high volumes of nonletter-size BRh4. This survey will include facilities 

23 not npohg BRM activity in the PERMIT system. The mvarage ofthe BRM U&ersC 
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discussions with the survey sites which indicate receiving high volumes of nonletter-size 

BPlvl will help identify candidates for the weight averaging and reverse manifest methods 

among current BRh4 mailers. 
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Various business databases (for example, SelectPhone, Dun&B&street) could be 

used to identify companies in industries identitkd to be moat likely to have &ms who 

receive nonletter-size postage paid mail from their customers. These databases list 

businesses by location, and include industry classification (Standard Industrial 

Classification, or SIC, code). These sources would help identify other (non-BRM) 

mailers in tbe same industry as previously identified candidate mailers (for example, 

other through-the-mail Shn developers or medical testing labs). Another possible source 

for identifying these candidates would be trade associations lists Postal Service 

personnel will also help identify companies or industries currently receiving non-BRM 

candidate mail. 
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The survey of ceadidate mailers would cokt information naxsary for the 

Postal Service to determme whether the mailer is a viable candidate for the new BRh4 

fees, and to determine the mailer’s level of interest in the weight averaging or reverse 

manifenmethoda. 

The actual survey dents used would be developed based on information 

obtained from the Christmwn Associates’ survey of BRM activity, information obtained 

during site selection for the experimental case, and information obtained fkom Poatal 

S&W funnel knowledgeable on BP&4 activities. 


